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THE AGING WORKFORCE AND THE 
NEXT TURNING POINT 


Daniel J. B. Mitchell 


INTRODUCTION 


The most important thing we do know from the 20th century that continues into 
the 21st is that there was a baby boom in the former that is now aging in the 
latter. Until the elderly boomers disappear — presumably in the 2060s absent a 
medical miracle — they will have a major influence on American society, The 
last act of the boomers will be to cause a turning point in the employment rela- 
tionship and related social policy. In the 20th century, two such turning points 
were triggered by economic fluctuations. But the next one will be demographic. 


TURNING POINT I: THE DEPRESSION/ 
“WORLD WAR IJ PERIOD 


Before the Great Depression, the American economy was laisser-faire | in 
character with a thin veneer of welfare capitalism at some large firms. The onset 
of the Depression tended to undermine welfare capitalism, although — as my 
colleague Sanford Jacoby (1997) points out — welfare capitalism was not 
obliterated, Business as an institution was blamed for the economic debacle. A 
move toward government intervention and the rise of unions produced mutual 
reinforcement. Public policy supported unionization; unions — especially the 
more radical CIO variety — supported a wider government role in the economy. 
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Demographics also played a role in creating new institutions in the 1930s, 
Elderly assistance had been the responsibility of local authorities and private 
charities before the New Deal. Poorhouses and (very) limited cash relief were 
the basic instruments of old-age support. For men, working until health or death 
forced an end to such activity was the norm. But the Depression made work 
unavailable and families, localities, and charities much less able to care for 
elderly persons. 

The result was formation of what was termed at the time an “army of the aged” 
that sought government pensions (Neuberger & Loe, 1936). Mainstream history 
points to Social Security as the response to these elderly concerns. Yet even when 
enacted, Social Security did not pay benefits until the 1940s, and many elderly 
were ineligible. In fact, the army of the aged backed more radical schemes such 
as the federal Townsend Plan, inadvertently providing Roosevelt’s Social 
Security proposal with a critical margin of support.' California, home of the 
Townsendite agitation, saw the rise of the Ham and Eggers and other wacky 
social movements aimed at harnessing electoral strength of elderly voters behind 
state-level pension plans? (Mitchell, 2000). 

World War II required another dose of government economic control. And 
the government’s need for uninterrupted production of war materiel led to a 
reinforcement of union growth. Employers came under pressure to recognize 
unions to avoid strikes over recognition. Meanwhile, wartime wage controls 
spread norms of contractual labor-management relationships. 


THE NEW POSTWAR EQUILIBRIUM 


Postwar America produced a new employment relationship centered on 
collective bargaining in major industries. Government would provide social 
insurance for non-workers, e.g. Social Security pensions (and later Medicare) 
for retirees. It would aid other non-workers through unemployment insur- 
ance, disability benefits, and “welfare” (later supplemented with Medicaid), 
But at the workplace, welfare capitalism revived with government subsidy 
through the tax code. Employers would provide health insurance for 
employees and their dependents and pensions to be paid on top of the basic 
Social Security entitlement. Workers could win or enhance such benefits 
through collective bargaining, Or employers might simply choose to provide 
or improve them. For those workers unlucky enough to find themselves at 
workplaces where neither bargaining nor employer beneficence prevailed, 


government would set a minimum wage and designate other limited labor 
standards. 
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TURNING POINT II: THE 1980s 


The 1980s began with a severe slump — the worst since the Great Depression — 
that pushed unemployment above 10%. A shift to the right occurred politically 
with the advent of the Reagan administration. The union sector ‘experienced 
substantial erosion. Union-representation fell by 3.1 million workers between 
1980 and 1985. Concession bargaining blossomed. Wages were frozen or cut at 
many union workplaces. In others, de-unionization was pursued. 

Unions had been the strongest manifestation of the postwar employment 
relationship. But other aspects of that relationship began to crumble, too, 
Contingent work began to grow. Job-based health care coverage began to slip. 
A shift occurred from defined-benefit pension plans (favored by unions) to 
defined-contribution plans. There was much rhetoric about workers managing 
their own careers, saving for their own retirements, and generally being respon- 
sible for themselves. Security was said to be a thing of the past. Job tenure of 
older male workers began to erode. By the early 1990s, a mild recession 
produced layoffs among managers and professionals, groups that had previously 
been relatively immune from the business cycle. 


THE SHIFTING BALANCE OF POWER 


Although the prevailing view was that the labor market had become more 
“competitive” by the 1990s, there was a puzzling element in pay determina- 
tion. In the second half of the 1990s, a notable drop in unemployment occurred 
as part of the Internet/stock market boom. Unemployment fell to levels not seen 
since the Vietnam War. Employers around the country complained of labor 
shortages and not just for high-tech employees. Construction workers, truck 
drivers, and restaurant personnel were all said to be in short supply.‘ In truly 
competitive markets (gold futures, pork bellies, T-bills), shortages bring about 
sharp price rises. Surely, in a competitive labor market, a wage explosion should 
have occurred in the late 1990s. But it didn’t. 

Since that Great Depression experience, economists have been fretting over 
why wages don’t fall continuously in recessions. Usually, the economist’s 
answer has been some variant of the idea that wage cuts are bad for morale 
and productivity (Bewley, 1999). Even in Hard Times, employee resistance, 
whether organized or not, is able to prop up the wage. But this explanation is 
not symmetrical since wage increases in boom times are not bad for morale 
and employees surely do not resist them. So if wages don’t respond like pork 
belly prices to shortages, the answer must lie in the area of employer 
resistance. Labor shortages during the Vietnam boom, roughly 1965-1969, did 
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push up wage inflation, with unions leading the way,’ During the Internet/stock 
market boom (1995-2000), wage inflation was relatively quiescent despite labor 
shortages and certainly not more responsive than in the 1960s.° Employer power 
was retarding upward wage responsiveness. 


THE COORDINATED LABOR MARKET 


Unlike some corporatist European countries, the U.S. has relatively decentralized 
labor market institutions. Yet as Arthur Ross (1948) pointed out in the 1940s, the 
American labor market has certain propensities for coordination. In a formal 
sense, postwar pattern bargaining produced wage imitation across certain union 
settlements. But in a less formal way, norms of wage setting and personnel 
practice spread much wider, spilling over from the union to the non-union sector, 
Providing health insurance and adjusting wages for inflation — even during 
recessions — were examples of such norms. The norms were reinforced through 
government action, e.g. tax-favored treatment of employer-provided insurance, 
timely publication of the CPI so that wage setters could respond. 

To put it controversially, the Depression/World War II experience fostered a 
loose “employee cartel,” activated through unions and favorable government 
action and coordinated through imitation. But like OPEC and other cartels, 
the employee cartel could overreach. And it did in the 1970s when the union/ 
non-union wage premium was pushed up in the face of adverse market conditions, 
setting the stage for the second turning point. 

American employers, too, can behave as an informal cartel. Through trade 
associations, personnel publications, management consultants, and the popular 
press, they discover and imitate what other employers are doing. At times 
employers, too, can harness government action. Business-friendly think-tanks 
can foster ideas about deregulating the labor market. Columnists and TV talking 
heads can push the idea that old postwar employment norms are dead. They can 
popularize the idea that employees should manage their own careers and not 
expect security or benefits from employers. As these ideas circulate, employers 
are cued to act in a loosely coordinated manner, implementing the new norms. 
No conspiracy is implied; just the institution of imitation and “benchmarking.” 

It is not surprising in retrospect that the 1980s should have seen the ascen- 
dancy of employer power and the eclipse of its employee counterpart, The cost 
to employers of providing job security varies with the risk being insured. By the 
1980s, uncertainty over economic conditions such as inflation was greater than 
before,’ Profit variability was also rising, in part because of the marked shift to 
debt finance.* American abandonment of fixed exchange rates in the early 1970s 
added to the uncertainty of the 1980s. Floating exchange rates had proved volatile 
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and — as the dollar peaked relative to foreign currencies in the mid-1980s — 
American competitiveness was undermined. New sources of foreign competition 
were arising in Asia, Product market deregulation in transportation, finance, and 
communications made the outlook there more uncertain from the employer 
perspective. The postwar deal became increasingly costly. 

Initially, union wage premiums began to crumble at distressed firms during 
the early phase of concession bargaining in the 1980s. And the message con- | 
veyed to other not-so-distressed firms was that unions were not as invincible as | 
once thought. More and more firms demanded concessions. With the Reagan 
administration in office, there was less political constraint on such behavior. 
Ultimately, if wages and benefits of union workers were shown to be vulnera- 
ble, why should not the same be true of non-union? Why not look for savings in 
labor costs throughout the workforce? Why bear the burden of the cost of 
providing job security, even for managers and professionals? 

To summarize, the 20th century saw a kind of jockeying between de facto 
employer and employee cartels. Starting in the 1930s, the employee side 
exercised power through unions and favorable government regulation. As Table 
1 suggests, once strengthened by the Depression/World War II experience, 
employees managed to increase their share of the corporate pie through the late 
1970s.” The employer side tried to weaken unions and counter government 
regulation in response. It sought to attenuate commitments entailed in postwar 
employment norms. Table 1 suggests that employers checked the power of 
employees during the 1980s and rolled it back in the 1990s, But this employer 
success will soon collide with demographics. 


DEMOGRAPHICS OF THE 21st CENTURY 


Throughout their history, baby boomers have been perceived as “trouble.” As 
children in the 1950s, they were the Johnnies who couldn’t read. Then they were 
teenage delinquents. In the 1960s, they were protesting college students, urban 
rioters in minority neighborhoods, and rebellious strikers on factory floors. They 
were said to push up structural unemployment in the 1970s, as they entered the 
job market in large numbers. And in the 1990s, they were self-indulgent 
consumers who were not saving for retirement. 

Whatever the justification for these past images, as the boomers move through 
the labor force and into retirement during the next few decades, they will pose 
two problems. First, as aging workers, they will want job security, a commit- 
ment from which employers have sought to escape. Second, as retirees, they 
will want adequate income and health care, demands that require diverting 
consumption from younger active workers. 
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Table 1, Labor's Percentage Share of Corporate National Income. 


1929 74.5% 1979 82.3% 
1949 76.6 1989 81.8 
1959 78.1 2000 79.6 
1969 80.3 


ee 


Source: Bureau of Economic Analysis, U.S. Department of Commerce 


If employers persist in pushing their current advantage, they will soon meet 
resistance from its aging boomer workforce. Although some resistance might 
take the form of union revival, it is much more likely to take political and legal 
shape. Left/right political leanings of boomers concerning other socio- 
economic issues may not be determinative. Neither liberals nor conservatives 
want to be laid off. Neither wish to have their health care benefits denied or 
rationed. Neither want to experience adverse conditions at work that threaten 
mortgages or junior’s college tuition or support of elderly parents. 

Glimmers of this resistance can already be seen in legislative battles over 
aspects of health care and litigation over attempts by employers to shift from 
defined benefit pensions to cash balance plans. As the Dunlop Commission 
pointed out in the mid-1990s, battles that used to be fought at the bargaining 
table are now being joined in courtrooms. Look for matters related to age dis- 
crimination and job-based pensions and health care to be the future issues of 
choice for litigants. Rather than the pattern bargaining of the post-World War 
II era, we may well have patterns in lawsuits — successes triggering imitation 
suits — and legislation spilling from one state to another. 

And what happens when the boomers retire? Who will provide resources for 
their consumption, health needs, or long-term care? Virtually none of the 
proposals currently in play to “privatize” Social Security do anything to enlarge 
the economic pie in, say, 2030. They simply restructure the w y in which 
consumption tickets will be provided to retired boomers. If the individual accounts 
which such proposals entail pay off for the boomers, i.e., provide them with more 
income than they would have obtained from the present system, there will be less 
of the pie available for active workers. That real wage squeeze — however it occurs 
~ could well trigger employee dissatisfaction aimed at employers. If the accounts 
don’t pay off, the boomers will feel cheated. The new army of the aged of the 
21st century will then push for legal and legislative remedies regarding employer 
pensions and whatever Social Security has become. As in the 1930s, the army of 
the aged will become a third force along with employees and employers, demand- 
ing its share of the economic pie. Unless the “new economy” provides so much 
prosperity that everyone will be satisfied — an increasingly dubious proposition — 
the 2030s may well be as exciting as the 1930s,!0 
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NOTES 


1. The Townsend Plan promised elderly persons over 60 $200 a month if they 
promised not to work (leaving jobs for the young) and to spend every penny during the 
month (to stimulate the economy), $200/month ($400 for a couple) ‘was an enormous 
sum at the time. 

2. The Ham and Eggs proposition on the California ballot in 1938 and 1939 offered 
those over age 50 “Thirty Dollars Every Thursday” to be paid in a new California 
currency. As in the Townsend proposal, recipients were forbidden to work. Ham and 
Eggs received 45% of the vote in 1938 and might well have passed had the antics of 
its con-men promoters not been brought to light. Pensionite movements in California, 
an elderly state at the time, roiled state politics in the 1930s and 1940s. Related move- 
ments developed in other parts of the country such as Colorado and Ohio, also elderly 
states. 

3. At the war’s peak, over 40% of GDP was going to the military. 

4. I séarched the phrase “labor shortage” in Nexis/Lexis under “NEWS” and 
“REGION” annually for 1995-2000. In 1995, the number of news media citations in 
the Midwest, Northeast, Southeast, and West were, respectively, 211, 52, 124, and 106. 
In 2000, the figures were 610, 566, 525, and 545. 

5. Average hourly earnings inflation rose from around 4% per annum at the begin- 
ning of the Vietnam boom to about 7% at the end. First-year wage increases under 
major union settlements rose from about 4% to 8%. There were 268 major strikes in 
1965: and 412 in 1969. Unemployment fell from 4.5% to 3.5%. 

6. Union wages lagged non-union and strikes were rare in this period. According to 
the Employment Cost Index, union wage inflation accelerated from 2.6% in 1995 to 
3.4% in 2000. Non-union wage inflation accelerated from 3.6% to 4.0%. Unemployment 
fell from 5.4% to 4.0%. There were 31 major strikes in 1995 and 39 in 2000. 

7. The standard deviation of GDP price index inflation over the prior ten years had 
fallen below 1% by the early 1960s. By the mid-1980s, it was about 2!/2%. The 
standard deviation of the percent share of before-tax profits in corporate national income 
over the prior ten years rose from 2% or less in the 1960s to about 4% in the 
mid-1980s. 

8, Net interest as a percent of capital’s share of corporate national income was 
essentially zero until the mid-1960s. By the 1980s, it varied within the 20-30% range. 

9, Corporate national income can be divided into the share going to labor (wages, 
benefits, payroll taxes), the share going to profits (as defined in national income 
accounting terms), and the shate going to net interest. Labor’s share of income is very 
sensitive to the business cycle because profits are business-cycle sensitive. So labor’s 
share is boosted by recessions; The dates shown in Table 1 represent rough business 
cycle peaks as dated by the National Bureau of Economic Research. At this writing, 
it remains to be seen whether 2000 was a peak, ie. whether 2001 will mark a 
recession. 

10, Note that the foreign equivalents of the baby boom — in Japan, Europe, and even 
China — have been accumulating claims on the U.S. thanks to large and ongoing 
American deficits in net exports. These claims will have to be “cashed in” as foreign 
boomers retire and consume more than they produce. Thus, active American workers 
will be supporting both foreign and domestic boomers. 
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